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INDEPENDENCE STANDARDS BOARD
Chairman's Letter

I am happy to report to those with an interest in the
integrity of financial reporting and the efficiency of
capital markets the progress of the Independence
Standards Board since its initial formation on June 30,
1997. The Board has mode substantial progress
educating its non-professional members over this period
and in organizing and commencing its substantive work.
One of its first, and most important organizational acts
was the appointment of Mr. Arthur Siegel as the
Executive Director of the ISB. Mr. Siegel, who has been
very active over his career in professional activities of the
AICPA, is well known and highly regarded in the
accounting profession. He retired in 1997 from Price
Waterhouse, where he had held various positions,
including Vice Chairman. The Board is delighted that Mr.
Siegel was willing to assume this new and important
responsibility. Assisted by Mr. Siegel, the Board has, over
the last few months, commenced its substantive work on
a number of fronts, which are touched upon below.

Nature of the Board The Independence Standards Board
is a private standard-setting body formed pursuant to an
understanding between the American Institute of Certified
Public Accountants and the Securities and Exchange
Commission. The Board, however, operates independently
of both the AICPA and the Securities and
Exchange Commission. Since final actions of
“The mission of the
the Board are entitled to presumptive weight
Independence Standards Board,
stated generally, is to develop,
by the Securities and Exchange Commission,
through a public process,
the members of the Board, in their roles as
concepts, principles and
members, owe their full loyalty and
standards, compliance with
responsibility to the achievement of the
which by auditors will offer
appropriate assurance to
purposes of the securities laws and to the
issuers, capital market
advancement of the public interest.
participants, as well as to other
users offinancial statements, of
the independence of the
auditors that attest to the
financial statements of issuers
of securities that are subject to
SEC oversight. This task is of
course far from simple. ”

William T. Allen
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Mission The mission of the Independence
Standards Board, stated generally, is to
develop, through a public process, concepts,
principles and standards, compliance with
which by auditors will offer appropriate
assurance to issuers, capital market
participants, as well as to other users of
financial statements, of the independence of

the auditors that attest to the financial statements of
issuers of securities that are subject to SEC oversight. This
task is of course far from simple.

Independence is the historic soul of the auditing
profession. The auditor's duty runs in two directions. The
auditor owes a duty to its clients — the duty to exercise
best efforts and, minimally, to do a competent and
diligent job in applying accounting and auditing
standards in the audit. But the auditor owes a quite
different and supervening duty to others — to those
third parties who foreseeably will rely upon her attesta
tion. That duty is comprised of the duty in the course of
an audit to make good faith and informed professional
judgments concerning compliance with generally accepted
accounting principles in creating financial statements,
and the obligation, in the auditing process, to be
unaffected by any interest that might reasonably risk
affecting professional judgment, other than the interests
of future users of financial statements. In short the
auditor owes the duty of independent judgment. It is this
duty, which extends beyond the duty to the client —
more than the possession of specialized knowledge —
that provides the true basis for the historically accurate
claim that the practitioners of accounting constitute not
simply a trade, but a profession.
Determining what relations or circumstances constitute an
impermissible encroachment on an auditor's indepen
dence has, of course never been an entirely simple
matter. Nowadays the task of determining independence
has often become even more difficult and complex as the
scale of audit firms has grown and as the audit function
has been incorporated into ownership structures that
include an array of non-audit and non-accounting
businesses.

The standards and principles by which clients and
auditors may determine auditor independence have never
been authoritatively restated in a comprehensive and
principled manner. Such a task would require first a
conceptual understanding of what we mean by indepen
dence, why we value independence, and what sorts of

threats to independence are manageable and how, and
what sorts of threats are not safely manageable and must
be proscribed completely. In making these decisions we
will need, among other subjects, empirical information
about the scale of dangers that might be apprehended by
standard fact patterns, the effectiveness of possible
controls, and the market's sensitivity to patterns of facts.

The Board's task, to be approached in an open, public
process, is thus a large, complex and important one. The
Board has begun its substantive work, in establishing
three task forces each comprising knowledgeable
individuals from a range of professions and perspectives.
These task forces will work with the Executive Director,
board task forces, and the ISB itself, in a public process,
to formulate a principled approach to the problem each
addresses. The task forces are addressing (1) the
elementally important task of consulting on the drafting
for Board consideration of a conceptual framework for the
project as a whole; and two substantive issues: (2) one
that assesses whether there are independence issues
involved in partners and staff from an audit firm joining
an audit client, and (3) the other, treating the special
difficulties presented by family relationships. Those
difficulties have, of course, arisen more frequently in
recent decades as women have achieved greater success
in the workplace. The Board is also actively deliberating
with respect to steps to encourage audit committees to
evaluate auditor independence.

“In short the auditor owes the
duty of independent
judgment.....which extends
beyond the duty to the client —
more than the possession of
specialized knowledge — that
provides the true basis for the
historically accurate claim that
the practitioners of accounting
constitute not simply a trade,
but a profession. ”
William T. Allen

There is undeniably pressure from various
sources to see the Board take some decisive
action. Some members of the profession
may have hoped that the Board would
early on accept the recommendation of the
AICPA "White Paper" and act upon it.
While the White Paper constitutes a
thoughtful and helpful document, the
Board decided not to act on it but rather to
proceed to establish its processes. Others,
in the press and elsewhere, having
witnessed the recent uncovering of
notorious frauds, hypothesize that

independence concerns play some role in allowing those
frauds to occur, and now expect quick and decisive action
from the Board. Here too the Board, at this stage of its
development, has chosen a path of deliberation and
study as the path more likely to produce the productive
long run contribution.

Participation I am proud of the steps that the members
of the Board have taken to initiate the structure of this
important new standard-setting body. Our mission
remains to be achieved, but we have begun to build a
sound foundation for the substantive work that follows.
The Board encourages all those with an interest in its
subject to keep abreast of board developments by
monitoring the ISB's website and by commenting on
proposals the Board has and will make.
On behalf of the other members of the Board, as well as
on my own behalf, I wish to acknowledge our gratitude
for an opportunity to contribute in some respect not only
to the effective governance of the auditing and account
ing profession, but more importantly to the maintenance
of our highly efficient capital markets and thus to the
advancement of the public good.

William T. Allen
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The Board
William T. Allen, Chairman
Director, Center for Law and Business,
New York University
John C. Bogle
Senior Chairman, The Vanguard Group

Stephen G. Butler, CPA
Chairman and CEO, KPMG Peat Marwick
LLP

Robert E. Denham
Partner, Munger, Tolles & Olson LLP

Barry C. Melancon, CPA
President and CEO, AICPA

Manuel H. Johnson
Co-Chairman and Senior Partner,
Johnson Smick International

James J. Schiro, CPA
Chief Executive Officer,
PricewaterhouseCoopers

Philip A. Laskawy, CPA
Chairman and CEO, Ernst & Young LLP

The Board itself is comprised of eight members - four
from the public and four from the accounting profession.
Public members must be prominent individuals of high
integrity and reputation, who understand the importance
of investor protection, the U.S. capital markets, and the
accounting profession.

Board members, with the exception of the AlCPA's
President, can serve a maximum of two consecutive terms
(except that initial Board members may serve more than
two consecutive terms as long as their service does not
exceed seven years). The Board elects its Chairman from
among the public members.

The terms of the initial Board members are staggered.
Successor public members will be nominated for threeyear terms by the existing public members of the Board.
Three of the successor members from the profession will
be nominated for three-year terms by the Executive
Committee of the AlCPA's SEC Practice Section (SECPS)
subject to the approval of the AlCPA's Board of Directors.
The entire Board will elect replacement members from the
slate of nominees. The fourth member from the profession
will be the President of the AICPA or his or her designee.

The Board's operating policies also specify that the SEC's
Chief Accountant, or his or her designee, will have
observer status at all Board meetings.

Manuel H. Johnson

Organizational
Activities

The first year was a busy one for the ISB. Arthur Siegel,
our Executive Director, was hired in October 1997, after
his retirement from Price Waterhouse. Art immediately
began assembling a staff, office space was rented from
the AICPA, and letterhead and a logo were designed. The
ISB's website and inquiry database were developed, and
research tools and materials were acquired. The Staff, of
course, also actively participates in all of the technical
activities described throughout this report.
The ISB website (www.cpaindeDendence.org) contains
useful information about our organization, such as
operating policies, public meeting notices, ISB and

Robert E. Denham

Independence Issues Committee (IIC) meeting minutes,
speeches delivered by Board members and the ISB Staff,
and a vehicle for submitting an independence inquiry or
feedback on ISB activities. Formal independence
consultation interpretations are also posted. Most
important, documents and proposed standards on which
we are seeking public comment
are posted to the website, and
comments may be filed directly
through our convenient "feed
back" facility. Interested parties
can also subscribe to our

Arthur Siegel
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"document express" service, which alerts users to new
website postings via e-mail. All of our website services
are free of charge.

The operating policies of the ISB are designed to permit
thorough and open study of issues involving auditor
independence, and to encourage brood public participa
tion in the process of establishing and improving
independence standards. As such, ISB and IIC meetings
are conducted "in the sunshine" - the public is invited to
attend or listen in by telephone.

ISB and IIC meeting minutes, comment letters received
on exposure drafts, consensuses reached by the IIC, and
certain other materials are available for public inspection
and copying at the ISB offices in New York and in the
library at the AlCPA's New Jersey offices. Much of this
material is also available on our website.
While the ISB is funded by the SECPS, it sets its own
budget and operates autonomously.

ISB Staff

Outreach
Activities

Arthur Siegel, Executive Director

Richard H. Towers, Technical Director

Susan McGrath, Director

Susan J. Lange, Administrative Assistant

The Board members and the ISB Staff have been active in
educating others about ISB activities, soliciting the views
of other groups on auditor independence, and monitoring
international independence developments. Our website
contains the text of speeches delivered by our Chairman
and the Staff to academia, a working party of the
International Organization of Securities Commissions, and
to the profession on ISB operations and activities, and on
the issues and challenges we face.

and how," rather than one of "if." Harmonization is
clearly in the public interest - auditing is a worldwide
profession with global companies and more and more
cross-border investors and lenders. While the ISB's
mission currently relates only to auditors of public
companies in the U.S., we keep informed of international
developments in independence and are pleased that
representatives of the International Federation of
Accountants and the Federation des Experts Comptables
Europeens (FEE) have agreed to provide representatives
for the Board Project Task Force on the conceptual
framework.

To minimize overlap and promote efficiency, the Staff
communicates regularly with the AICPA and its Profes
sional Ethics Executive Committee (PEEC), which
continues to provide independence guidance for auditors
of all entities (standards and rules promulgated by the
AICPA constitute generally accepted auditing standards
applicable to all auditors). The Staff has also been
authorized to comment on proposals and exposure drafts
of other bodies that hove auditor independence implica
tions, such as the PEEC exposure draft on "alternative
practice structures," on which the Staff submitted a
comment letter. We have worked with the SECPS on the
Board's recommendation that it require member firms to
confirm their independence annually to each public audit
client.
With regard to harmonization of international indepen
dence standards, we believe the question is one of "when

Lastly, to further our efforts to understand the needs and
concerns of the financial statement user community, John
Bogle hosted an informal forum on auditor independence
issues for selected Board members and a group of
financial analysts in April. The Board members attending
solicited the views of the analysts on several auditor
independence issues, including financial interests in
clients, family relationships, outsourcing and consulting
engagements, and auditors going to work for clients.
Participation was good and the discussion was lively, and
the Board intends to hold similar forums periodically to
keep abreast of the thoughts that financial statement
users have on independence matters.
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Project Task Force Conceptual
Framework
Henry R. Jaenicke, Project Director

Drexel University

Alan S. Glazer, Assistant Project Director

Franklin & Marshall

Thomas E. Baker

American Bar Association / Retired - Shell Oil

Harris S. Berger

Robert Morris Associates / Fleet Bank

DeWitt Bowman

Association of Investment Management and
Research / Pension Investment Consulting

James L. Cochrane

New York Stock Exchange

Kenneth E. Dakdduk

IIC / PricewaterhouseCoopers LLP

Terrence J. Gallagher

Business Roundtable / Pfizer, Inc.

John M. Guinan

IIC/KPMG Peat Marwick LLP

Charles A. Horstmann

IIC/ Arthur Andersen LLP

Thomas A. Johnson

Institute of Internal Auditors / CIT Group

Philip Lochner

Retired - Time Warner

Jane F. Mutchler

American Accounting Association /
Pennsylvania State University

Marilyn A. Pendergast

International Federation of Accountants/
Urbach, Kahn & Werlin, PC

Dr. Harald Ring

Fédération des Experts Comptables Européens/
Institut de Wirtschaftsprufer

Herbert V. Ryan

Business Roundtable / Pfizer, Inc.

Dennis P. Spackman

Notional Association of State Boards of Accountancy/
The Church of Jesus Christ of Latter-day Saints

Abraham M. Stanger

American Bar Association/ Seyfarth, Shaw, Fairweather &
Geraldson

Robert J. Swieringa

Cornell University - Johnson Graduate School of Management

Kathryn D. Wriston

Director, Shearman & Sterling

Arthur Siegel

Executive Director, ISB

W. Scott Bayless

Securities and Exchange Commission Observer
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Standard Setting:
Projects in Process
Recommendation to SECPS - Annual Auditor
Confirmation of Independence

To further the ISB's objective of improving the under
standing of auditor independence requirements, the
Board considered a recommendation to the AICPA's SEC
Practice Section that it require member firms to confirm
their independence annually to each public company
client's board of directors or audit committee. In the
confirmation, the auditor would also offer to meet with
the board or the committee to further discuss indepen
dence issues. The thought was that the requirement was a
cost-effective way of fostering additional attention on
independence issues by audit committees and auditors.

The proposed recommendation was exposed for public
comment. Comments received were generally supportive
of the recommendation, and the Board decided at its
August 31,1998 meeting to ask the Staff to expand the
content of the sample confirmation included in the
proposal for the Board's review at its next meeting.
Conceptual Framework for Auditor Independence
The development of a conceptual framework for auditor
independence will provide clarity to the Board's other
efforts. The role of a conceptual framework was once
described as follows:

“The framework serves as a common
language and a common starting point
for solving problems - not as a black
box for quick answers.

James J. Schiro

The conceptual framework will serve as the foundation
for the development of principles-based independence
standards. There are now more than 200 pages of
published rules, interpretations, and "no-action" letters
of the SEC and its staff. These are supplemented by
another 50 or so pages of rules, interpretations, and
ethics rulings of the AICPA. The SEC has recognized that
many of the current rules "do not provide obvious
guidance in today's business environment."2
Finally, the multitude of detailed independence rules
might eventually make it difficult to harmonize U.S.
independence requirements with those of other nations.

The ISB has agreed to a process for the development of
the conceptual framework. The process includes:
■ forming a Board oversight task force to oversee the
project, and to approve researchers, research projects,
budgets, workplans, etc. The Board oversight task force
consists of Chairman Allen, Mr. Denham, Mr. Melancon,
and Mr. Schiro.*
■ forming a broad-based project task force, representing a
wide variety of groups, including auditors, academics,
analysts and other users of financial statements, corporate
officials, and consultants, to assist in framework
development. Close involvement of a group representing
all constituencies throughout the process will help to
ensure that all issues and viewpoints are adequately
considered in each stage of framework development.*
■ commissioning of research as required.

■ engaging of a consultant to aid in composing a
discussion memo on the issues that are integral to the
development of the framework, and that may present the
Board's preliminary views on certain of these issues. We
are pleased that this role will be filled by Professor Henry
Jaenicke, of Drexel University, who has been engaged to
direct, draft, and provide thought-leadership on the
conceptual framework project. Mr. Jaenicke will be
assisted by Professor Alan S. Glazer of Franklin &
Marshall. *
■ considering the discussion memo by the Board.
■ exposing the discussion memo for public comment.
■ possibly holding public hearings and soliciting comments
from selected investor groups.
■ deliberating over the input received, to reach preliminary
conclusions on a conceptual framework.
■ exposing, for public comment, a draft of the conceptual
framework itself.
■ possibly holding public hearings before final delibera
tions.
■ issuing the final conceptual framework.

1

Donald J. Kirk, 1985 speech regarding the Financial Accounting Standards
Board's conceptual framework.

2

The SEC's Financial Reporting Release 50, designating the ISB as "the
standard-setting body to provide leadership not only in improving current
auditor independence requirements, but also in establishing and maintaining
a body of independence standards applicable to the auditors of all
Commission registrants."

*

Step has been completed.

Barry C. Melancon

6

Project Task Force Employment
with Audit Clients

Barry Barber

IIC / Grant Thornton LLP

Karin B. Bonding

Association for Investment Management and Research /
Capital Markets Institute, Inc.

Frank J. Borelli

Financial Executives Institute/ Marsh & McLennan

Joseph V. Carcello

American Accounting Association / University of Tennessee

Thomas H. Kelly

Institute of Management Accountants /
Schering-Plough Corporation

Robert J. Kueppers

IIC / Deloitte & Touche LLP

Edward W. O'Connell

IIC/ Wiss & Co. LLP

Thomas J. Reilly, Jr.

National Association of Corporate Directors / Director

Anne H. Ross

National Association of State Boards of Accountancy/
J.W. Hunt & Company LLP

Gerard J.M. Vlak

Council of Institutional Investors/
ABP Dutch General Pension Fund

Arthur Siegel

Executive Director, ISB

W. Scott Bayless

Securities and Exchange Commission Observer

Employment with Audit Clients

Family Relationships

The Board has begun to study two specific issues for
possible standard-setting while working concurrently on
its conceptual framework project. The first of these
relates to the range of independence concerns that
surface when audit firm professionals are employed by
audit clients. These issues have been discussed by the
SEC and the profession for several years, as the frequency
of partners and other senior professionals leaving their
firms to join audit clients has increased.

The other issue that the Board has begun to study for
potential standard-setting is family relationships
between audit firm and audit client personnel. The
independence concern here is that emotional and
financial considerations arising out of these relationships
could impair the auditor's objectivity, and that a
reasonable investor (in possession of the relevant facts
about the family relationship) would be concerned about
the integrity and objectivity with which the audit was
conducted. The rules have always prohibited, for
example, an auditor from auditing a company owned by
his parents, or where her husband is the chief financial
officer.

An initial discussion memo, examining the issues from
different viewpoints, was prepared by an IIC task force
with the assistance of the ISB Staff. After reviewing this
background material, the Board concluded that public
comment on the issues would be helpful, and that
additional research may be necessary.
A broad-based project task force has been formed, which
will consider the need for research and review the
completeness of the discussion memo for consideration
by the Board before being circulated for public comment.
A Board task force has also been appointed to oversee
the project, consisting of Mr. Butler and Mr. Johnson.

In recent years, however, the practical problems of
applying the existing rules to protect auditor indepen
dence in these situations hove
intensified greatly. The notion of
what is "close family" has
evolved with the changing
demographics of divorce and co
habitation, for example. The
notion of "who is the auditor"
has become less clear as CPA
Philip A. Laskawy
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firms grow and increasingly provide broader consulting
and other services. Use of geographic separation as a
mitigating factor has been challenged with advances in
technology that have removed many barriers that
formerly helped define the natural business community.
And the types of circumstances or activities that could
impair independence have also become more compli
cated with mergers of clients, mergers of accounting
firms, increasingly important spousal stock option and
retirement plans, and so on.

In many respects, the increase and success of women in
business and in accounting firms in particular have
brought the issue to a head. The relatively large
proportion of young people in CPA firms, increased
marriages between auditors, the relatively high staff
turnover rate, and the fact that CPA firm staff will often
leave to join audit clients contribute to increased numbers

of spouses of auditors in client financial management
positions.

An issues summary illustrating these problems was
prepared by a task force of the IIC with the assistance of
the ISB Staff. After reviewing this background material,
the Board agreed that the issue required attention.
A broad project task force has been formed, similar in
composition to those formed for the Board's conceptual
framework and employment with audit clients projects.
This project task force will suggest required research, if
any, and subsequently review the completeness of any
alternatives provided to the Board for its consideration.
The Board expects, after deliberation, to issue a proposed
standard to be circulated for public comment. A Board
task force has also been appointed to oversee the project,
consisting of Mr. Bogle and Mr. Laskawy.

Project Task Force - Family Relationships

Carrie L. Clay

American Woman's Society of Certified Public Accountants/
PricewaterhouseCoopers LLP

Edmund Coulson

IIC / Ernst & Young LLP

Sue Ellen Dodell

Council of Institutional Investors / City of New York

Penny Flugger

Financial Executives Institute / Retired - JP Morgan

Ellen P. Gabriel

Deloitte & Touche LLP

Glen A. Holden, Jr.

Association of Investment Management and Research /
The Capital Life Insurance Co.

Dr. Thomas R. Horton

National Association of Corporate Directors/
Director, Stetson University

Linda S. McDaniel

American Accounting Association /
University of North Carolina

Frank J. Pearlman

IIC/BDO Seidman LLP

Paul Rohan

AICPA Technical Issues Committee /
Simione, Scillia, Larrow & Dowling, LLC

Gerald W. Ward

IIC / PricewaterhouseCoopers LLP

Kelcy M. Whitman

AICPA Woman & Family Executive Committee/
Crowe Chizek and Company, LLP

Arthur Seigel

Executive Director, ISB

W. Scott Bayless

Securities and Exchange Commission Observer
8

Research and
Consulting
Arrangement

The Board entered into a consulting arrangement with
Katherine Schipper, Eli B. and Harriet B. Williams
Professor of Accounting at the University of Chicago's
Graduate School of Business. The Board expects signifi
cant benefit from Ms. Schipper's assistance in evaluating

John C. Bogle

Other Board
Meeting
Activity

Stephen G. Butler

At the Board's June 1997 organizational meeting, the
existing SEC independence guidance was adopted as the
initial ISB independence standards. These rules serve as
the current standards (in addition to AICPA independence
standards) governing auditors of public companies, until
and if they are subsequently replaced or modified by the
Board.
At the October 1997 Board meeting, SEC Chairman
Arthur Levitt outlined his expectations for the ISB and for
continuing SEC oversight.

Also at that meeting, in response to a request by the
Board, the AICPA presented a white paper, "Serving the

The Independence
Issues Committee

researchers and research proposals, and in ensuring that
research methodologies are sound. She is also available
to consult with the Board and the Staff on general
auditor independence matters.

Public Interest: A New Conceptual Framework for Auditor
Independence" (the White Paper). Certain ideas in the
White Paper have been and continue to be widely
discussed, and the paper represents a significant
contribution to the independence debate.

Other early Board meeting activities included a presenta
tion by academics on the independence research
available to the Board, a presentation by the Big Six
accounting firms on controls and safeguards in use by
these firms to protect auditor independence, and a
discussion with financial analysts on their perspectives
on independence issues.

Arthur Siegel,
Chairman

Kenneth E. Dakdduk,
PricewaterhouseCoopers LLP

Robert J. Kueppers,
Deloitte & Touche LLP

Frank J. Pearlman,
BDO Seidman LLP

Barry Barber,
Grant Thornton LLP

John M. Guinan,
KPMG Peat Marwick LLP

Edward W. O'Connell,
Wiss & Co. LLP

Edmund Coulson,
Ernst & Young LLP

Charles A. Horstmann,
Arthur Andersen LLP

Gerald W. Ward,
PricewaterhouseCoopers
LLP

Independence
Issues Committee and
the ISB Staff
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The Independence
Issues Committee

The Independence Issues Committee is comprised of nine
members of the profession who ore knowledgeable of the
existing independence literature and are in a position to
be aware of emerging independence issues as they
develop. Art Siegel serves as the Committee's non-voting
Chairman, and the SEC's Chief Accountant or his designee
serves as on observer. The Committee also operates in
public.
The Committee addresses and develops consensuses on
emerging issues within the framework of existing
literature. In other words, the IIC provides guidance on
independence issues not clearly addressed in the
literature, and its consensus interpretations become
authoritative when ratified by the ISB.

The Committee also performs "practical" research in
support of the Board's missions, providing statistics and
information about firm operations, service offerings, etc.
The IIC's Agenda Subcommittee solicits and evaluates
topics for IIC consideration and deliberation. Agenda
Subcommittee discussions are summarized at the
following IIC meeting for the benefit of the rest of the IIC
members and for the public.

ISB Staff
Consultations

In addition to working with the Board and the Committee
on the above projects, the Staff has been active in
answering current-rule independence inquiries from
practitioners. The SEC Staff previously fielded these
inquiries, but this role has now been assumed by the ISB
Staff (requests for waivers under the existing indepen
dence rules must be directed to the SEC Staff, however).

While informal inquiries can be made by telephone,
official consultation requests must be submitted in writing
to ensure that we have a complete and agreed-upon
understanding of the facts. Only written requests and
responses may be relied upon for SEC purposes and then
only by the parties involved. The SEC will not treat the
specific response as having substantial authoritative
support, such that it con be relied upon by others, until
ratified by the Board.

Inquiries that may have widespread significance to others
can be brought to the IIC. As mentioned, the IIC ad
dresses generic situations or circumstances not clearly

The IIC has formed two task forces to assist the Board in
accomplishing its objectives in addition to the task forces
previously covered in the discussion on Board projects.
The Outsourcing Task Force and its Working Group are
drafting a paper that outlines common outsourcing
engagements, the threats to independence they may
pose, and possible mitigating controls that could be used
to protect auditor independence. The paper is expected to
present several recommendations that the Task Force will
take to the Board to assist the Board in its consideration
of these issues.

The Materiality Task Force developed a paper on
materiality as it relates to the independence rules. The
Task Force adopted a working definition of materiality
that does not include quantitative definitions, and studies
possible materiality considerations with respect to
bookkeeping services, appraisal and valuation services,
cooperative arrangements, and financial interests. The
work of this Task Force cuts across many topics, and thus
may be used by the IIC and the Board when considering
other issues. The paper was presented to the Board at its
August 1998 meeting.

addressed in the independence literature. An IIC
consensus on an independence matter also is authorita
tive only when ratified by the Board.

An inquiry form is available on our website, and the
SECPS has sent the form to all of its 1300 member firms.
Formal inquiries of an interpretive nature, along with
their ISB responses, are posted to the website.
Through July 31, 1998, the ISB Staff received three
formal independence inquiries - the ISB Staff response
to one of these is published on our website, one has been
granted temporary confidential status, and the third
consultation request appropriately was withdrawn. Thirtyfive informal inquiries were received and answered on the
following subjects:
Bookkeeping
Other services for clients (consulting, valuation, etc.)
Financial interests
Partners joining audit clients
Other (loans, business relationships, unpaidfees,etc.)
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INDEPENDENCE STANDARDS BOARD
1211 Avenue of the Americas - 6th Floor
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